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Key Questions:

* Why do costly drugs cost so much?

* What are some strategies that are used?

Disclaimers

* The opinions expressed in this talk are mine alone
and are not meant to be representative of the official
positions of the people or groups with whom | work.
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Our focus

* Market
* Monopoly
" » Methods

“l want to learn about Economics,”
said no one,
ever!

Main IDEAS from economics

1) Scarcity
2) Incentives
3) Spend with 1) and 2) in mind
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Example

¢ “Climbing drug prices are taking a toll on West
Virginia's budget, some state legislators say.
Expensive drugs fuel an increase in Medicaid

spending, which leaves less money for schools
and roads.
* Kara Lofton, West Virginia Public Broadcasting, 10/20

But, we should do it all...
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Maybe, if we had all of the resources we need...

Scarcity = 1 pie

Option 1 Option 2

M Healthcare ‘ M Healthcare
‘ B Education M Education
Social Social
Services Services

Scarcity means having to make choices
(since you can only spend each dollar once)
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Main IDEAS from economics

1) Scarcity

¢ S spent one way cannot be spent another way
2) Incentives

O Things rewarded are more likely to be done
3) Spend with 1) and 2) in mind

O Spending wisely and aligning incentives helps

Our focus

* Market

“The drug industry has higher
profit margins and higher R&D
intensity than any other industry.

Matt 2015

Market in a nutshell

1) If it were cheap/easy, everyone would bring
drugs to market

2) How to interest companies in doing this?

3) How to protect the incentives to do this?

© Jefrey . Hoch, PhD
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The Game of
MONOPOLY

REG. U. S. PATENT OFFiICE
U, 8. PATENT 1,509,312

COPYRIGHT 1935, BY PARKER BROTHERS, INC.
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Our focus

* Monopoly

“Drugs do not become cheap to
buy just because they are cheap to
manufacture.

Matthew Herper in Forbes, 2015

The power of one

* “Most new drugs are launched with patent
protection that gives the inventor the option
to keep other peoples’ copies off the market
for 12 or so years.

¢ “Many drugs then extend their monopoly
status for several years beyond the original
patent term.

Matthew Herper in Forbes, 2015
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Monopoly in a nutshell

1) If you are the only one selling, you choose p

2) If the demand is strong, you choose a high p

3) Price will be higher with
O fewer drugs,

¢ fewer drug companies, and
O greater clinical/political need

© Jeffrey S. Hoch, PhD

Incentives at work

“The US spends ~$1,000 per person per
year on pharmaceuticals. That's ~40% >
the next highest spender, Canada, and
more than 2x as much as than countries
like France and Germany spend.”

Our focus

* Methods

© Jefrey . Hoch, PhD
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Methods in a nutshell

1) No: No, we won'’t pay

2) Slow: Yes, but you must first do

3) Whoa: Yes, and “Whoa, that’s a lot of $”

© Jeffrey S. Hoch, PhD

Why do Americans Spend so much on “Prices in the U.S. for brand-name

pharmaceuﬁcals? patented drugs are... 2x as high as
in the UK or Australia.

a Y VALERIE PARS, 0ECO

“That’s because in many countries,
il government agencies... set limits to
the amount they will reimburse;
they may only agree to pay for a
drug if they feel that the price is
- . ) justified by the therapeutic
benefits.

How do they do this?

Drugs for thought

“Overall, the Committee
acknowledged the
clinical benefit of the
Drug but noted the high
cost...

— Not good value for
money so “Don’t Fund”

RESULT = Drug company negotiates a
lower price and drug is covered

© Jefrey . Hoch, PhD
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Health technology assessment
in the Asia Pacific region

in 2004 In ﬂddmon the author camed outa sur TA the regmn There are two
broad categories of countries in the region: Australa Malaysia, Singapore, New Zealand,
China, Philippines, Korea, Thailand, and Taiwan, which havs and
others for which or related activities exist, which inclug

Bangladesh, Bhi odia, India, Indonesia, Laos Maldives, MOUQO‘H
Nepal, Pakistan, Sri Lanka, and Vietnam.

Results: It is important that once HTA is established, it is used effectively. Perseverance
and dedication is needed to ensure the success of an HTA program

Conclusion: Some countries in the region have effective HTA programs, whereas in
some, efforts are being made to establish HTA, or HTA-related activities are being carried
out in the absence of a formal HTA program.

. What does “NO” look Ilke?

The Opinion Pages

“something that
offers no advantage
over its competitors
and yet sells for twice
the price would
. ® never even get on
the market. But that
_is not how things
work for drugs.

«8
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Sanofi Halves Price of Cancer Drug *

Dr. Peter B. Bach, director of the Center for Health Policy and Outcomes at
Sloan-Kettering and one of the authors of the Op-Ed piece, said the price of

Zaltrap reflected a bigger problem — that over all there was little relation

between drug prices and the value they provided.
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Methods in a nutshell

2) Slow: Yes, but you must first do

Prior authorization

“California also requires prior kaiser =
authorization for most drugs medicald
that do not appear on its

Preferred Drug List.

“Manufacturers’ products
generally appear on the List
when they agree to give the
state rebates above those
required by the federal
government (i.e.,
supplemental state rebates).

Methods in a nutshell

3) Whoa: Yes, and “Whoa, that’s a lot of $”

© Jefrey . Hoch, PhD
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Getting to Whoa

¢ “They imagine that prices will fall if they can
somehow prove that the industry is lying
about the cost of producing new drugs. They
are mistaken because prices depend on
market power, and not on R&D costs.

“Of course, neither the FDA

any itemized R&D expenditur

pricing decisions. Neither [t rug company] nor anyone else
actually appl -based pricing.

Matthew Herper in Forbes, 2015

Whither Whoa on its own

* “Pricing power is high, and investors seem to be
making a big bet that, despite noisy complaints,

US health systems’ inability to say “no” to
expensive cancer drugs will last another decade

at least.

Matthew Herper in Forbes, 2015

When could Whoa work?

e 1) If you could say NO
* 2) If you could cause delay
 3) If you could damage their brand enough

— to make up for all of the lost profit based on lower prices for
your group, the rest of the US purchasers and every other
purchaser throughout the world.
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Main messages

Drugs don’t bring themselves to market

— We offer incentives to get for-profits to do this.
Lower competition means higher prices

— Monopoly and a captive market 0 p

Other countries use economic evidence

— Smart shopping means spending money wisely.

Additional Resources

June 2016, Ginsburg M, Durbin S, Perez S, Riley D, February 2005, Legislative Analyst's Office Report
Hoch J. Funded by the CA Health Care Foundation  Lowering the State's Costs For Prescription Drugs

Key Questions:

* Q: Why do costly drugs cost so much?
A: because of incentives

* Q: What are some strategies that are used?
A: link price to value
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Contact information

* jshoch@ucdavis.edu

"What did you take away from the meeting?”
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Mylan to Settle EpiPen Overpricing Case
for $465 Million

Whether a drug is classified as a brand-name or a generic makes a big aeso am one o

difference ers of generic drugs pay rebates to the government of 13 percent

the el
ame drugs must

he diff

of the average manufacturers’ price. But £

ice between

offer discounts of about 23 percent off that average price, o

the average price and the best price they have negotiated with any other American

payer, whichever gives the bigger discount

In addition, brand-name manufacturers must pay more in rebates if their

products’ prices rise faster than inflation, as EpiPen’s did

EpiPen’s designation as a generic dates back decades, to before Mylan bought

the product. EpiPen contains epinephrine, a drug that is available as a cheap generic,

but Mylan has the exclusive right to sell the drug as part of a patented auto-injector

The federal government issued a rule this year requiring all companies with

drugs that have been approved under what the Food and Drug Administration calls

new drug application to either reclassify them as brand-name drugs or seek a waiver

Mylan had previously said it would seek such a waiver, but on Friday it said it agreed

that the EpiPen would be classified as a branded drug beginning in April of next

year.
s. Hoch, PhD.

=) Unequal Purchasing Power Among Purchasers

Pharmaceutical manufacturer costs bringing
prescription drugs to patients:
search and development, production, marketing
usiness taxes, profit etc.

busine: o
AND,
what the market wil bear'

Average Wholesale Price (AWP)

Private Purchasers.

icare
Prevented from Wholesalers negotiate
negotiating pricesor prices and sell to
establishinga Medicare. pharmacies
formulary

plans/employers)
May use formularies to
negotiate discounts and
rebates, but may not
recelve prices lower

Higher prices |

Medicaid
Federal guarantee of
t price” -private

prescription drugs) ate
purchasers may not

negotiate prices lower
than those given to
Medi

Medicaid Best Price

net prices
phar

d

Figure 1.appi

anufacturers

Medicaid
Supplemental
Rebate
‘Through additional
negotation, Medicaid
may be able to reduce.
drug prices Medicaid

supply chain see “Fallow the Pill”

All purchasers would tend to pay the higher-priced AW for single-source innovator drugs (i,
3 prices paid for multi-s . bu

difference is unknown due for publicand

The VA is assumed to pay the lowest prices.

[tz

hatewer theheadines el

© Jeffrey S. Hoch, PhD

10/31/2016

12


https://kaiserfamilyfoundation.files.wordpress.com/2013/01/follow-the-pill-understanding-the-u-s-commercial-pharmaceutical-supply-chain-report.pdf
https://www.washingtonpost.com/news/wonk/wp/2015/12/01/how-an-84000-drug-got-its-price-lets-hold-our-position-whatever-the-headlines/?tid=a_inl

